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INTRODUCTION
Globalization is predominately an economic process but through its impact on culture, government and virtually all aspects of domestic policy-making, it has a powerful social effect. The term "globalization" also generally means an increase in international transactions in markets for goods, services and factors of production, plus the growth and expanded scope of many institutions that straddle international borders. These institutions include firms, governments, international institutions and non-governmental organizations (NGO). It also includes foreign direct investment (FDI), multinational corporations (MNCs) and integration of the world capital flows. Globalization historically has been driven by forces unrelated to policy. These forces include: productivity improvements, rising potential gains from specialization, and the transport revolution, each of which may have different implications for the distribution of world income compared to policy changes such as liberalizing trade.
The impact of globalization has transformed the world into a number of different regions with different characteristics:
• North-America, Western Europe and Japan which are highly developed.
• The Asian 'tiger economies' of Hong Kong, Thailand, Malays ia, Korea, Singapore and Taiwan are reaching the status of highly industrialized countries (even with the Asian crisis of 1997).
• The rest of Asia including China and India which still have backward economies and low income levels and provide labor services for the faster-growing economies.
• Latin America with its spending growth, economic dependence and political conflict.
• Africa, largely excluded from the global economy, with declining income, appalling social conditions, conflicts and refugee flows.
• The 'transition' economies (the former Soviet bloc) with restructuring of economies and institutions pushing them towards market economies.
Globalization has also led to a more liberal economic environment where issues such as labor standards, human rights, the environment, intellectual property rights, investment codes and competition policy are now considered legitimate topics in the trade debate.
The labor standards debate concerns the extent to which low wages and poor working conditions in developing countries constitutes an unfair advantage to them (relative to the developed countries) or merely reflect the inherent advantage of "surplus labor" economies. The environment debate concerns the different values placed on the environment by different countries and the extent of the benefits/costs that accrue to countries or regions most affected by such activities. Pricing these environmental costs to reflect the true economic costs to society is a technical issue. Just as important, however, is the institutional structure required to design, collect and implement the appropriate policies, such as a global carbon tax, while dispute resolution is seen as an important issue in this area. Arguments have also been put that the trade instrument is a potentially powerful sanction mechanism to enforce desirable changes in environmental policies. However, one has to be ever vigilant that this environmental concern is not used as a convenient devise to disguise protectionism. Intellectual property rights involve the practicalities of knowledge creation, control and ownership. For example, the appropriate valuation and treatment of indigenous knowledge is particularly relevant for developing economies.
Another aspect of this increased trade or globalization is the expectation that growth and development based on global market forces would be more sustainable and more widely shared than in the past. In some cases this expectation has not been realized and there is still a substantial gap between developed and developing countries. What is required is sound domestic policies supported by an enabling global environment and economic cooperation at the international level. In order to share the benefits of globalization, international organizations may have to intervene rather than relying purely on market forces. For example, free global markets cannot guarantee that air, water or energy resources are accurately priced for sustainable development since there is no mechanism to internalize environmental costs. Economic growth, although a powerful tool for increasing a country's wealth, cannot guarantee that such wealth will be equally distributed. What is needed is environmental and social policy to redistribute the benefits.
Globalization has also led to an increase in international capital flows. This increase has been particularly evident in bank and other private firm lending to emerging market economies both in the form of direct and portfolio investment. The mechanism of the direct investment is to create both employment opportunities as well as demand for capital, plant and equipment. This demand for capital equipment facilitates the transfer of technology and encourages higher growth rates. Freer international trade in both goods and services is also accelerating the integration of the world economy as well as increasing national competition and cooperation. This increased integration is evident at the microeconomic levels as firms expand across national borders through equity investment or through non-equity linkages that integrate independent firms. At the macroeconomic level, international economic integration is increasing as barriers to trade are reduced through regional trade agreements, GATT and the WTO.
FOREIGN DIRECT INVESTMENT AND MULTINATIONAL ENTERPRISES
Foreign Direct Investment (FDI) generally consists of: 1) new equity capital such as a new plant or joint venture; 2) reinvested corporate earnings and 3) net borrowing through the parent company or affiliates and under ownership and control of a business or part of a business in another country. Portfolio investment, on the other hand, involves the purchase of securities in a domestic firm solely to earn a financial return rather than ownership and/or control. There has been phenomenal growth in FDI and in the past decade its growth has been twice that of fixed capital investment, indicating an increasing internationalization of production systems. As well, over the last twenty years, there has been a shift in the pattern of foreign direct investment (FDI) by multinational enterprises (MNEs). There are three reasons why these shifts have occurred. First, changes in the competitiveness of the MNEs; second, changes in what these MNEs seek from the countries in which they invest, and third, a transformation in the way production and the local markets are linked. Table 1 below (Dunning (2000) ) sets out the changing distribution of the flows of FDI by region and country of destination between two periods (1975 -80) and (1990 -96) . An inspection of the table will show that there have been quite significant shifts over the last 20 years. The South, East and South East Asia and Central and Eastern Europe have increased their share of investment while Japan and the European Union (EU) have had smaller gains. Table 2 , also from Dunning (2000) , provides the details divided into developed and developing economies. On balance, there has been a slight trend towards a more even geographical distribution of FDI over this period, with the MNEs responding to globalization by integrating their sourcing, valueadded and marketing activities and treating the world as a whole as a source for their resources. FDI 1975 FDI -1980 FDI and 1990 FDI -1996 (annual averages)
In the years 1975-1980, the ten largest recipients of FDI identified in the above table accounted for 74.1% of all FDI inflows, and in 1990 -1994 they accounted for 68.8%. In the former period, Japan accounted for only 0.6% of all inflows into developing countries, and in the latter for 1.0%.
The expansion in FDI for developing economies has caused some problems when the country's financial sector has been underdeveloped or non-existent. The Asian Crisis of 1997 was partly caused by such a view of the financial sector (as well as a perception of corruption). Debate has taken place over the manner in which FDI is directed to better benefit the economic devel opment of the host country.
There is convincing historical evidence that short-term capital movements contribute to volatility in financial markets, which in turn leads to macroeconomic instability. This is further aggravated when the exchange rate is fixed or pegged because it provides short-term lenders and borrowers with a guarantee against adverse exchange rate movements. On the other hand, if the exchange rate is flexible, then it adjusts with the inflow and outflow of capital so that international lenders have to factor in the exchange rate risk into their calculations and may moderate excessive short-term capital movements.
In addition to capital movements, the health and stability of the banking and financial sectors are important in determining the country's vulnerability to a currency crisis. The financial sector played an important role in the Asian crisis of 1997/98 since the crisis was more liquidity driven rather than the usual solvency driven events. The issue of contagion also played a role whereby several countries with important trade links to the country that first experienced the crisis were similarly effected by a common shock. Thus both trade linkages and financial interdependence contributed to the transmission of the crisis vi a spillover effects. Nevertheless, despite these problems, the growth potential for the Asian developing economies is quite high. This is due partly to 1) high domestic savings rates, 2) improving literacy levels or human capital resources and 3) catch-up and market development.
Historically, the shortage of human capital such as skilled labor and managerial talent has been a crucial reason in limiting foreign investor interest and hence restricting the growth rates in developing economies. When FDI has occurred, it has been a source of foreign exchange and tax revenue in addition to its modernizing of industry role. Also the standard of living has generally increased in these economies although there are still issues of equity and the distribution of the income.
In the four decades from 1945 -85, global economic expansion was taking place mainly within and among the OECD countries. In the aftermath of the 1980s debt crisis, a large number of developing countries began to liberalize their economies, dismantling trade barriers as well as domestic production subsidies. Their trade expanded both with OECD countries but also with other developing countries. In the 1990s the former soviet bloc countries had emerged seeking new markets and trade partners resulting in an unprecedented degree of expansion in FDI with a fourfold increase between 1985 -95. This large FDI flows have been facilitated by governments privatizing state-owned enterprises.
From a development perspective, FDI should help in the transfer of technology and know-how from developed to developing countries. This transfer would thus hasten economic development as well as the integration of such economies into the world markets. Unfortunately there is no guarantee that this inflow of investment will perform this role. For example, there is still regional imbalances in development despite the free mobility of capital (and usually labor) in the region. Governments have responded by trying to direct investment to certain industries or regions by providing incentives in the form of tax-breaks and other subsidies and in turn requiring specific export performances to aid development and growth.
The environmental impact of FDI depends on two factors. First, the system of managing the environment and second the transfer of environmentally sound technology. In practice, environmental damage tends to be greatest in low-productivity operations working with obsolete technology, outdated work methods, poor human resource development and inefficient capital and energy use. MNEs can be seen as a repository of clean technologies, which can be transferred to developing economies. Alternatively, they can be seen as relocating pollution production and inferior technologies to their subsidiaries in deve loping economies, thus exploiting the technology gap and adding to overall pollution.
The role of foreign banks complement the MNE presence in both developing and developed economies.
Foreign bank participation has a number of points in its favor. These include increasing the amount of funds available for domestic projects by facilitating capital inflow and improving the quality of financial services and system infrastructure such as accounting, transparency and financial documentation. A counter view is that foreign banks decrease financial stability by facilitating capital flight or enabling capital to move more quickly out of a country in a crisis. What is clear is that like MNEs, the presence of foreign banks is increasing as part of the globalization process.
There have been some attempts at the international level at setting out the best practices for prudential supervision of banks, particularly in emerging markets. The Basle Committee on Banking Supervision (BCBS) set out some core principles in 1997 that should be applied to have an effective supervisory system. These principles relate to:
• preconditions for effective banking supervision • licensing and structure • prudential regulations and methods of banking supervision • information requirements • formal powers of supervision • cross-border banking principles and are minimum requirements which should be supplemented by other measures as appropriate (Das (2000) ).
These concerns have also led to a proposal for the setting up of a World Financial Authority (WFA) to provide and supervise financial regulations although it is not clear why such an organization would be more successful than the IMF in achieving stability.
REGIONALISM AND TRADE Regionalism in world trade has also both positive and negative implications for liberalization and for multilateralism. On the negative side, regionalism may perpetuate an unequal form of liberalization as outsiders are excluded. For example, countries bordering the European Union (EU) have problems trading with the EU because some of the trade partners, although sanctioned by GATT/WTO rules, are protectionist and restrictive. Regional trade institutions may also be used by states as an alternative to multilateral institutions. Thus RTAs yield incomplete liberalization; neither fully protectionist nor fully open.
On the positive side, the new regionalism is being driven more by markets and less by policies or by fiat or even enlightened bureaucrats. This regionalism is more a product of the expansion of trade and crossborder investments among neighboring countries after unilateral liberalization. In fact, regionalism or RTAs can be seen as serving as a transition point between relatively closed economies and a genuinely global economic system. Geographical proximity and transborder externalities provide favorable factors for regionalism and growth.
Globalization implies an extensive growth of the world market that will dominate the national economies. This implies a dominance of the world market over structures of local production as well as an increasing prevalence of "Western-type consumerism". The New Regionalism can also be seen as an attempt to assert some degree of territorial control and cultural diversity as a response to these global trends. Globalization also implies the growth in freer trade and this growth, whether it has come about through regional or multilateral agreements, has benefits for both developed and developing countries. The benefits include the following: (1) static gains from trade -enables each country to concentrate its production on those goods that it has a comparative advantage in; (2) consumers save by being able to purchase goods at a cheaper price; (3) higher wages and more stable employment; (4) gains in total factor productivity and (5) catch-up benefits whereby poorer countries are able to catch up with their richer trading partners by increasing their incomes.
GLOBALIZATION, DEVELOPMENT AND INSTITUTIONS
One way in which governments have sought to manage and regulate problems arising from transnational activities is through international organizations (IOs). There has been a steady increase in the number of IOs to over 250 at the end of the 1990s. There has also been an increasing number of treaties, regimes and other cooperating arrangements among states. Alongside IOs, there has also been a growth in non-governmental organizations (NGOs) and these numbered over 500 at the end of the 1990s. These NGOs play a transnational role and have been active in some specific international negotiations on such issues as the environment.
Given the role of globalized financial markets, the role of international financial institutions like the International Monetary Fund (IMF), the World Bank (WB) and the International Bank for Reconstruction and Development (prior to World Bank) became even more important as a way of ensuring stable exchange rates and equitable growth. Eichengreen (1999) provides some useful suggestions on how the IMF should behave in the new international environment. He suggests that in addition to the IMF role of providing financial assistance to countries in need, it will also need to establish international standards on the operation of financial markets; monitor the compliance to these standards and informing the ma rket. Its lending should be conditional on this compliance.
In addition, the IMF will need to become active as a facilitator or coordinator of restructuring negotiations, create and provide incentives for the setting up of a standing committee of creditors. The most difficult role will be to reach a consensus on what kind of macroeconomic and financial policies to recommend to its developing country markets, given the realities of today's liquid but unreliable capital markets. Other institutions that play a role in providing stability in the international financial markets include the Bank of International Settlements (BIS), the Group of Ten (G-10) and the Group of Seven (G-7). Despite all these institutions, the Asian financial crisis of 1997 and the Mexico peso problem in 1994 has led governments to re-examine the role of international regulations and institutions.
It is commonly said that globalization implies that world trade and financial markets are becoming more integrated. This integration was to lead to growth and catch-up in developing economies. However, the experience in developing economies has been mixed. On the international trade front, developing economies have increased their share of world trade from 19 per cent in 1971 to 29 per cent in 1999. However it can be seen from Figure 1 that there is a great deal of variation with the newly industrialized economies (NIEs) of Asia doing well while Africa has not done so well.
Figure 1a -Per Capita GDP Figure 1b -External Trade
Does globa lization restrict the national governments in their policy making? The IMF view is that on the contrary, globalization assists governments in making good economic policies. Others argue that national policy makers continue to ignore the social environmental and institutional reforms necessary to bring about an increase in living standards.
Developing countries' support for the WTO is equivocal because they feel that their trade and development opportunities with developing economies is restricted. The WTO could move towards addressing the legitimate aspirations of developing countries by: opening developed economic markets more to developing countries' exports; supporting capacity building measures and technical assistance in trade policy and dispute settlement on a much larger scale; early and substantial initiatives in debtreduction for reforming low income nations, and in being aware of tariff and non-tariff barrier pressures in sensitive sectors such as textiles and agriculture. In other words, the WTO must demonstrate the capacity to reflect and respond to broad societal priorities of the developing countries by acknowledging the interdependence of these broad issues with the international trade regime.
TRADE, ENVIRONMENT AND ECONOMIC GROWTH
The United Nations Conference on the Environment and Development (UNCED) linked environmental policy with development and emphasized that for effective environmental policies, it is necessary to first address poverty and income inequality issues. In addition, developed countries must reduce their energy intensity of economic growth. Japan has partially succeeded whereas in the United States it continues to increase. The pollution intensity of economic growth in developed countries is influenced by: a) restructuring in the economy, leading to a higher share of less resources intensive sectors, such as services in total gross domestic product b) increased eco-efficiency leading to a reduction in resources consumed c) environmental awareness altering consumption patterns.
These same factors, however, may lead to increased pollution in the developing economies as growth is pursued. Many developing countries are following the traditional path of industrialization, which is based on resource-intensive technology. Industria l countries had lower environmental standards at earlier stages of their development and it has been argued that developing countries should be compensated for their contributions rather than being threatened by trade sanctions if they do not comply. Furthermore, the technology used in developing countries is not necessarily the most advanced eco-efficient technology and consumption and environmental awareness is lacking due to poverty and rapid population growth. In general, irrespective of the development level of a country, technology is the most important factor in reducing the environmental impact of economic growth. Access to technology and the need to provide the basic human needs in developing economies is an important issue. This requires open markets for products as well as a suitable international financial mechanism to facilitate access to these environmentally sound technologies.
The influence of globalization and trade liberalization on sustainable development can be both positive and negative. Trade and environmental policies can in fact complement each other, however, care needs to be taken that environmental protection is not just trade protection in another guise and that trade rules do not conflict with appropriate environmental protection rules. A relevant consideration is that since the economy wide and sectoral effects of trade liberalization are difficult to identify and quantify, the relationship between these effects and the related environmental benefits is even more complex. In fact, the environmental benefits of removing trade restrictions are likely to be indirect and difficult to identify. In a well-functioning market based economy, if market prices fail to capture the effects of environmentally-damaging activities, there will be a misallocation of resource use (including environmental resources) and a sub-optimal outcome. One of the important developments that has occurred recently is the shift from environmental impact assessments of trade policies to sustainable impact assessments which weigh up the costs and benefits in economic terms. This is an attempt to integrate economic, environmental and social development concerns.
There have been widespread concerns about the natural resource use and environmental damage caused by the emphasis on trade and economic development. At the same time, trade policy discussions, including those in the WTO, have concentrated on the trade effects of environmental policies. The ongoing debate on trade and environmental policy distinguishes between domestic environmental problems where countries, it is argued, should be allowed to set their own standards. This does imply that low-income countries are free to choose lower air and water quality standards to develop a comparative advantage in pollution-intensive industries. The remedy in this case, however, is to correct the market failure and establish property rights rather than international trade policy, the argument being that environmental resources are not properly priced in the markets and since consumers do not bear the true cost of environmental resources, they tend to over-exploit. Where production and consumption decisions of one country impose environmental externalities on other countries (international environmental externalitie s), there is a stronger case for international trade policy intervention, although the more efficient solution would be to identify the source of the problem and take steps to internalize the environmental costs by getting the polluter to pay. Examples of this latter type of problem include global warming and biodiversity destruction which require multilateral cooperation such as a tax on carbon emissions. To protect endangered species, for example, there already exists the convention on International Trade in Endangered Species of Wild Flora and Fauna (CITES) which prohibits the trade in ivory, tiger skins and other products culled from endangered species. It requires that trade be subject to authorization by government-issued permits or certificates and was signed in 1975 by more than 125 countries. This restriction is based on certain types of trade and is to foster sustainable development but may conflict with international trade law (the WTO).
There exist large differences across countries in environmental policies just as there are vast differences in other policies such as human rights, worker rights, education and health. In addition to the differences between countries in endowments of natural resources and environment, there are also differences in tastes and preferences for such endowments. As globalization increases, pressure to reduce trade barriers also increase. Part of this pressure reflects the concerns in countries with high environmental standards that higher production costs are making them less competitive compared with countries with lower standards. These differences are further highlighted as other traditional barriers to trade diminish. At the multilateral level, cooperative inter-governmental mechanisms for environmental policy have only recently been formed and will take time to become effective, while distorted world markets and a failure to apply economic instruments which support sustainable development is also a factor. The first-best remedy is to remove these market distortions which damage the environment and restrain development as well as devising mechanisms to internalize the environmental costs. An argument to justify applying trade restrictions is the case when environmental damage is directly and conclusively caused by trade. There have been a series of international agreements, with different groups of countries as signatories, tackling some of this more obvious environmental degradation that has occurred.
Due to the activities of the Canadian environmentalists in the early 1980s, and the US and European environmentalists during the NAFTA debates in the early 1990s, the WTO set up the Committee on Trade and Environment (CTE) in Marrakech in 1994. The mandate of this committee was to consider trade and environment's interrelationships and was directed to report to the first biennial meeting of the WTO which took place in Singapore in December 1996. The main issues discussed by the CTE were threefold. First, the relationship between trade and the various multilateral environmental agreements (MEAs) such as the Basle Convention and the Montreal protocol. The Basle convention on the Controls of Trans-boundary Movements of Hazardous Wastes and their Disposal, adopted in 1989, seeks to regulate the import and export of hazardous wastes to ensure that they are managed in an environmentally sound manner. The Montreal protocol on substances that deplete the ozone layer prohibits trade with parties that trade in ozone depleting substances and products harmful to the ozone la yer. Second, the use of eco-labeling to convey information on harvesting processes with the product. Third, the relationship between market access and environmental measures. This last issue was of special interest to developing economies who were concerned that environmental laws would be used to limit their access to northern markets in the form of "green protectionism".
In addition to CITES and the Montreal and Basle Conventions, other International Environmental Agreements include the Convention on Biological Diversity (CBD), the Framework Convention on Climate Change (FCCC) and the Kyoto Protocol and the North American Agreement on Environmental Cooperation (NAAEC).

World Environmental Organization
One of the more promising trade developments that has come to the fore is a discussion on a new world agency on the environment, aimed at improving environmental quality through bargained deals on the environment. Such a World Environmental Organization (WEO) would focus on removing impediments to bargaining (and trades) on the global environment. Whalley and Zissimos (2000) argue that the present global environment regime fails the objective for internalizing global environmental externalities and raising global environmental quality. There are essentially three reasons why this internalization has not occurred. First, it is difficult for negotiations to occur between groups who have an interest in the management practices used for environmental resources. Governments, for example, may not have direct control of the resources under negotiation. Second, the free-rider problem is ever present where, since the benefits of environmental protection abroad are a public good, these individuals may not be willing to contribute. This free rider problem also applies to governments. Third, enforcement of contracts is difficult due to the time inconsistency problem. For example, if agreements are reached to meet environmental targets, the payment for such concessions may take place immediately (and then more requested in the future) or postponed until the end of the agreement with no guarantee of being paid.
Since many global environmental issues have the character that one group of countries has custody over several groups of assets, negotiations will not proceed without cash transfers. These cash transfers will be in the non-environmental areas so that no particular rules or obligations are necessary. The objectives of the WEO would be that those who have custody of assets should, through bargaining, be able to persuade those who do not and who place a high value on these assets, to pay for higher standards of environmental management. This process would also facilitate cross-country concessions to be exchanged between environmental and non-environmental areas. For example, developing countries might trade concessions on their environmental management in return for improved trade access.
The WTO involves bargained concessions on trade barrier reduction but no cash is exchanged and only national governments may bargain. The WEO allows cash for commitments and bargains are not restricted to national governments. The WEO could also provide support to domestic groups attempting to improve compliance with domestic environmental claims. None of the existing international environmental institutions are issue or project based while the WEO's aim is the internalization of environmental costs. Their work, therefore, would be complementary to such organizations as the Commission on Sustainable Development (CSD), the United Nations Environment Program (UNEP), the Global Environment Facility (GEF) and of course the WTO. This being the case, such a global environmental regime based on mechanism design rather than principles could become a reality sooner rather than late r if the global environmental quality continues to worsen.
TRADE, INVESTMENT AND COMPETITION
In a world where trade and investment liberalization is growing, competition policy becomes very important. This is especially so if, at the same time, the countries are going through a process of privatization and domestic deregulation of previously public sector companies and utilities. For example, if the necessary regulatory structure is not set in place, the replacement of a public monopoly by a private company can create a new monopoly (the telecommunications industry in most countries is a good example of this).
These risks are greater for developing countries due to the emergence or persistence of anti-competition practices of foreign or private national companies. Add to this an underdeveloped financial infrastructure, small markets and no national competition laws, then one can see that the risks of not benefiting from the liberalization are quite high. The issue of competition has been addressed by the WTO ever since the Uruguay Road negotiations. There have been Agreements on Anti-Dumping (AAD); on Safeguards and Subsidies; Trade -related Investment Measures (TRIM); Trade -related Aspects of Intellectual Property Rights (TRIPS); General Agreement on Trade in Services (GATS), basic telecommunication services, technical barriers to trade (TBT), sanitary and phytosanitary (SPS). There have also been attempts at encouraging competition at the international level through multilateral agreements. For example, the agreement on TBT tries to ensure that regulatory standards and testing do not create an unnecessary barrier to trade. That is, whatever standards are used, to protect the health of humans, animals or plants, they are fair and equitable.
Trade is not necessarily liberalized by the absence of competition rules but precisely by their active enforcement. Trade may not be enhanced much by harmonizing competition rules but by making sure that active competitive policies are established in all countries that participate in the world trading system. The types of policies referred to under competition rules can be fairly broad and include all policies that affect competition or contestability (potential competition) in a market or more narrowly defined, those set of laws and policies adopted by a country to remedy private or public restrictive business practices such as abuse of dominant market position, monopolization, price discrimination and the like.
The link between competition policies and trade liberalization is based on the notion that competition rules may help eliminate private barriers to trade by making the domestic industries more competitive and hence more efficient. However, even with competition rules in place, enforcement of these rules is the issue. There may be compliance costs but the costs of non-enforcement are larger.
Other points of view have been put forward that argue that competition is a domestic policy issue and as such should be dealt with by national governments or alternatively that a multilateral agreement on "minimum" competition standards should be negotiated. In the case of cross-border issues, these could be dealt with under bilateral cooperation agreements. The proposal for a multilateral agreement on competition polic y is very contentious. There are issues of harmonization of national policies, extraterritoriality, contingent protection issues (such as anti-dumping) and domination of small domestic markets which will need to be resolved. The main advantages of such an agreement would be that it would consolidate several existing multilateral trade agreement, it would be transparent and there would be an agreed dispute resolution system set up as part of the agreement.
On the issue of trade and investment, there had been some earlier discussions within the OECD on the multilateral agreement on investment (MAI). Some earlier agreements in this area include bilateral investment treaties (BITs) of which there were 1,513 treaties signed by the end of 1997, and the TRIMs, which focused on narrowly defined trade related investment measures. The measures that were identified in the TRIMS agreement and that had to be removed, were those in violation of GATT Articles III (National Treatment) and XI (Quantitative Restriction). These measures included local content rules and tying the exports to quantity of imports.
The discussions on the MAI within the OECD were discontinued in late 1998 due to disagreements on including labor and environmental standards, cultural exceptions and regional integration agreements. The OECD members were reluctant to expand their commitments to liberalize foreign investment beyond what already existed in WTO and free trade arrangements.
The aim of investment for developing economies is to help them integrate into world markets through the transfer of technology and know -how, and improve their manufacturing and export performance. However, these same countries face the policy dilemma of how to combine market access and national treatment with policies that promote more liberal FDI policies and international competitiveness. That is, for their development, they may wish to encourage particular industrial structure and target specific industries whilst at the same time, to benefit from investment, they need to open up their economies and let the markets decide where investment will end up.
A combination of investment incentives and performance agreements are often used to pursue specific development objectives including directing resource allocation to specific sectors where the country perceives a growth potential. It is also the case that FDI projects have not always led to an increase in the host country's growth and/or welfare.
TRADE, INCOME INEQUALITY AND POVERTY
There are many definitions of the phenomenon of poverty. One commonly used definition is to define a poverty line and then use statistical definitions to arrive at the exact number of people below this poverty line. This definition of the poverty line varies from country to country and does not necessarily capture the "depth of poverty". Furthermore, this poverty line is not static in that families move into and out of poverty. Generally we can explore the effects of trade and trade policy on poverty via four broad groups of institutions as set out in Figure 2 . If we ignore intergenerational issues for the moment, then we can think of a household unit where the welfare of the unit depends on income and prices they face for purchasing goods and services. Clearly, the institutions of enterprises, distribution channels and government all impinge on the households. If we concentrate on the trade policy influences, it is obvious that there will be effects of world price changes, via trade policies, through the transmission channels to households. There may also be direct effects if the households are themselves directly importing or exporting. The results of fields research in 1999 (Oxfam -IDS (1999 and Summers (2000)) emphasizes the critical role of markets in determining the poverty impacts of trade and other liberalization. Where conditions for the poor have improved, then there has been better performance or access to markets. Where they have deteriorated, the blame seems to rest with faulty or missing markets. Economic growth, unless it worsens the distribution of income, is very important in alleviating poverty in the longer run. If the openness of trade or trade liberalization enhances growth, then trade would have beneficial effects on poverty. The debate on trade liberalization and growth is ongoing with some agreement that in the short-term there may be a one-off improvement in efficiency but in the long-run the effect is not clear. What is clear however, is that if markets are not operating efficiently or are faulty or missing altogether, then it is difficult to reap the benefits and avoid the costs of liberalization. Policies therefore have to be in place to ensure that markets develop and continue to function through the process of trade liberalization. The type of policies that are appropriate include (1) infrastructure support, (2) creation of market institutions to achieve economies of scale and reduce transaction costs (3) development of credit markets to provide credit to domestic firms and countries and (4) facilitate the setting up of new businesses through freeing up regulations. These policies should be put in place before or at the same time that trade liberalization takes place.
Empirical work on the effects of trade liberalization on poverty has been carried out recently by Dollar and Kraay (2001) . Their study concentrates on countries that have recently liberalized trade during the period from the 1960s to the 1990s. They select eighteen countries using the criteria of a large decline in tariffs (as a measure of trade liberalization) and the increase of their trade to GDP "post 1980". There is a certain ad hoc nature to their selection but their results are informative. The results of the study are presented in Table 3 . In Table 3 , the average per capita GDP growth rate is used to represent changes in national income, while openness is represented by average exports plus imports relative to GDP. An indication of trade liberalization is represented by the trade-weighted average tariff rate reduction for five year periods, starting with 1960 -64 and ending with 1995 -1999. Since the tariff data is not particularly reliable prior to 1985, the earlier years' data are not presented.
Table 3 -Post-1980 Globalizers
A number of points are clear from Table 3: • Trade to GDP varies enormously across countries -this is not surprising as there are numerous exogenous factors such as population, location etc. that play a role.
• There have been wide -ranging economic reforms in trade and other areas. Thus it is not clear if the effects noted are solely due to trade reforms.
• The per capita growth rates have accelerated for all of the globalizing economies between the early 1980s and the late 1990s.
• Only in the 1990s do a significant part of the developing world grow at a faster rate than the rich countries. There has been a trend towards growing equality among open economies with developing economies such as China, India, Mexico and Vietnam growing at rates far above those of the OECD countries.
An examination of the income distribution within open poorer countries seems to show a reduction in poverty. Those poor countries not involved in trade are falling further and further behind. A general conclusion that emerges from the study is that absolute poverty in the globalizing developing economies has fallen sharply in the past 20 years and that open trade regions lead to further growth and poverty reduction in small countries. Table 4 provides a summary of the empirical results from another recent survey on the effects of globalization on World Income Inequality by Lindert and Williamson (2001) . Their study concludes that globalized trade (and migration) narrowed the inequality gaps between participating nations with the non-participants following further behind. The income inequality within nations, certainly in the last 50 years, has increased in both participating and non-participating economies. The general principles of labor standards can be summarized as follows (Brown et al 1997) :
freedom of association 2) the right to organize and bargain collectively 3) freedom from forced labor 4) a minimum age for employees 5) acceptable conditions of work including a minimum wage, limitations on hours of work, and occupational safety and health rights in the workplace.
The concern of the world economy about labor standards has been the weak enforcement of labor standards, especially in developing countries. The basic economic argument is that countries that do not guarantee and enforce these rights domestically have an undue cost advantage in their export trade since the private costs do not fully reflect the social costs (that would include those standards). Of course, there are ethical concerns to do with basic human rights that are also relevant.
By using the labor standards as an issue, it may be that the motive is a purely protectionist one. It may also be possible that forcing developing economies to adopt cost-saving labor standards may be harmful to their economic interests and counter their efforts to reduce protectionism and open up their economies to freer trade. There is also the neo-institutionalists' view that the imposition of labor standards may have positive welfare and growth effects via raising the income level of workers through capital-labor substitution, workers training and more harmonious workplaces.
Harmonization
The case for the harmonization of labor standards and free trade depends very much on the market setting. Unlike the case of harmonization on a zero tariff through GATT which is extremely robust, when carried over to labor (or environmental standards) the welfare results is not clear cut. In so far as there is a market failure in the labor market, then its elimination is cl ear. However, the type of market failure will not be uniform across all countries and in fact one could expect diversity in working conditions as a norm. This does not mean however that if labor standards are designed for income redistribution reasons such as slave or child labor, that they are appropriate since the efficient solutions in this case are highly inequitable.
The issue of child labour is an important and ongoing problem. What is clear is that the extent to which employers violate ILO codes and labour standards regarding fair labour contracts, they are exploiting both adults and children. What is also clear is that the exploitation of Third World children is at the expense of their schooling, which is their best investment in the long run. What is required therefore is, first, international and national monitoring to enforce legal codes and second, pressure to be exerted on governments to supply tax-based schooling A view that has gained considerable support within the ILO and the WTO is that the comparative advantage that developing countries derive from their lower wages and levels of social protection are legitimate as long as they serve to encourage development and are not maintained artifically as a commercial strategy. In fact, most of the 135 members of the WTO are also members of the ILO. Coupled with this view is the intention that each country translates its economic development resulting from trade liberalization into genuine social progress and the introduction of a voluntary global system of "social labeling" to guarantee that internationally traded goods are produced under humane conditions.
CONCLUSION
The recent developments in world international trade have become more important due to the increased volume of international trade or globalization as it is more popularly designated. The growth in foreign direct investment and multinational enterprises has been an important feature of this growth although the effects of freer mobility in international capital markets has had serious unintended consequences such as its impact on the Asian Crisis in 1997. This capital mobility has forced a certain discipline on the domestic and other policies (including the foreign exchange rate regime) of some of the developing economies although this discipline may not be conducive to rapid growth and development. In addition, developing economy policies are subject to pressure from major industrial powers and multilateral institutions while part of the cost of membership of international organizations like the OECD or NAFTA is that a number of discretionary policy instruments are no longer available.
Globalization has had an impact on the environment and international labor standards. International institutions such as the International Monetary Fund, the World Bank and the WTO are well aware of these issues and attempts have been made (although perhaps not overly successful) to reduce environmental damage and improve labor standards. A proposal for a World Environmental Organization has been a welcome input into the debate. Concerning the future of labor standards, the consensus among the international institutions like the WTO and ILO is that labor standards should not be used for protectionist purposes, nor should they compromise the comparative advantage of countries. Pressure should be brought to bear on national governments to adopt policies to gain tax support for schools and thereby also increase their human capital resources in the long run.
